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OFFIC TAL~~INFORMAL 
SECRET American Embassy, 
Taipei, August 13, 1951. 


Dear Dean; 


Nearly five months have gone by since I saw you in 
Washington and it may be time for an informal review of the 
past as well as a look ahead. 


I recall that one of the points you emphasized was the 
importance of the Chinese keeping out of American politics. 
Both before and since that time I have worked on this problem; 
at least a number of the leading Chinese hare can no longer be 
in doubt as to how we stand on this point and where their own 
best interest lies. In actual fact, I am fairly well persuaded 
that nothing of consequence is now being done in this field 
except by persons over whom the Chinese Government has Little 
or no control. The latter include various Americans in and out. 
of public life as weli as certain unofficial Chinese residing 
in the United States, Such material as we have unearthed at 
this end has been reported to\lthe Department (see, for example, 
mybel 1717 of June 17, which also referred to previous communi- 
cations; also our despatches 11 and @3 of July 7 and 13, respect- 
ively}. In the absence of comments from the Department I am 
unable to determine how any or all of this may complement inform. 
ation avallable in Washington, 


Incidentally, one of my earlier efforts to discourage the 
Chinese from a partisan demonstration seems to have backfired, 
but I hope without doing any harm. I refer to my confidential 
despatch 84 of November 27, 1950, on Senator KNOWLAND'S visit 
to Formosa, which the Department supplied to the Senate 
Gomnittee during the MACARTHUR hearings, 


A second point which you brought up was that the Nationaliats 
should do a better job of winning the support of overseas Chinese 
in various parts of the world. This subject naturally has had 
some attention from all of us right along, but I asked RINDEN to 
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review 1t im a comprehensive despatch, The result is No. 340 of 
‘dune 21, 1951, whith seems to me a very, workmaniilra job; 16 is 
entitled “Overseas Ghinese and Nationalist China", Foreign 
Winiater YEH, who is specifieally vesponsible for cultivating 
relations with the overseas Chinese, has discussed the matter 
with me on numerous occasions, He and others seem to bea making 


.. @ gamuine effort, and I believe that this effort should be cone. 


- tinued, Frankly, however, I do not sxpect much to be accomplished 
; of a tangible nature oxcept as this island takes on more and more 
of the appearance of a band wagon as a result of our military and 
economic ald,  Provioting trips te Formosa, inviting Individuals. 
of going prominence to come here and take official positions, and 
exchanging basketball teams and bands may be about as far as we 
gan expect the Ghimese Government to eo for the time being. Yeh. 
tells me that they are particularly avoiding the solicitation of 
fimwicial assistance from the overseas Chinese living in various 
‘partsa of Agia: they fear that such action would scare many of 
them off at the present time. On the other hand, they would wel+ 
come suggestions fron us as to how they might collect taxes from 
Chinese residing in the United States, 


>» <2 agree that we should not pub all of our eggs in the Formosa 
basket, but I still feel that we should not expeat very much from 
any "third Force” In China. If I recall correctly, thia term wag 
first used in France. Ab any rate, for a number of years we have 
been looking around in various countries for nice, clean, honest, 
"democratio™, middle-of-the-road groups to which we could give 
cup support. We have ab least something @ubstantial to work with 
in Wester Hurope, although even there our search has not been 


notably sugcessful. one basic diffleulty is that where Communiam 





is an immediate and serious threat there seems to be no place for 
. widdlesofsthe-woaders, Psople have to choose one side or the 
other; neutrality becomes an anachronism, 


The eq~aaliled Third Force in Hong Kong seems to have neither 
organizatlon, program nor money, except for what financial support 
some of our people may be giving them, The relatively large com 
mittee set up in an effort te coordinate matters has proved 
unwieldy and could searcely have been expected to unite such 
disparate and even mutually hostile elements, In any case, the 
British seem to be putting on the heat, with the result-that our 
neat promizent worthies reportedly are moving to Manila. (the 
British alee have clamped down on various Nationalist operations 
in’Hong Kong bo dates eight of the leaders ara said te be in 
jail), dust whet we are doing in Singapora, Bangkok and élaewhere. 
Z do net know, but I have been somewhat disturbed by vague runors 
that we are reviving WANG Ching-~wel remnants im Japan for Third 
Fores purposes. I assume, however, that all of this is being 
dogrdinated somewhere along the line, 
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The encouragement of any and a]1 anti-Communist elements 1a 
‘justified up to 4 point where the law of diminishing returns 
begins to operate, Tt is not a bad idea ab all to keep the  . 
Nationalists and the others on their toes by giving abpropriate 
support to all of them, but when they begin to feel that we — 
intend.to play them against each other in any important respact, 
we shall begin to lose not only their confidences but thelr | 
eooperation, We are already noticing that here to some degres, 


The third point you made was, as I recall, that the Chinegs 
Government must put its economic house in order, In this fleld 
they bavé done rather well during the past year. Ray MOYER will 
have discusted this with you in Washington, but I might refer te 
@ resent EGA telegram from Talpei (No. 701, duly 26), which sume 
mariges the situation and a considerable part of which I drafted 
myself, The essential considerations are that little more can 
be done in the way of raising revenues or reducing expenditures, 
and thet if we are going to do a job here it will cost a lot of 
money, Assuming that all of our best efforts ore sxerted, the 
. more funds we have, within reason, the better job we can do, 
‘And. $50 million additional now may be worth $100 million mere a 
year or two hence, 


Seen from Washington, as a comparatively minor part of a 
global problem, our insistence on the need for mora economic ald 
for Pornosa may seen exaggerated, I assure you that it ila not. 
. fur present wuilitery-economic program for thia lsland is eonsid« 
avably larger than that for which $550 million was spent in 
Greece during the first year of the Truman boctrine when world 
prices were appreciably lower. The size of the civil population 
8 about the same in each case, bub the military establishaent 


3 on Formosa today is nearly three times as large as that of Greece 


in 1947-48, I would be willing to settle for a smaller military 
program here in PYS2 if the savings could be diverted to economic 
support (see mytel 1456 of April 20); the latter is more urgent. 


In the absence of MDAP Formosa would require outalde saonomic 
gssistance far FYS@ of approximately $75 million to keep the 
economy afloat, aseuming no further drafts on the modest gold 
reserves stil] held by the Central Bank, I understand that we 
. ‘wow propose to allocate military “hardwere” valued at S227 million 
dn -the current year. Our best estimate here is that $75 million. 

‘ghonld be added to the total for purely military items to cover | 





7 additional imports (Pol, etc.) for military purposes and to pre~ 


vent monetary inflation as a result of Increased local currency. 
expenditures. incidental to the military program, Yo make a $217 
million military hardware program fully effective, therefore,. we 
“ghould have approximately #180 million additional fer all other 
eategories of ald, ‘Yet G90 million is ali thet Congress was a: 


asked 
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asked for, and even this figure may be reduced. 


. it is teue that ECA. allocated a substantial sum to Formosa 
toward the ond of PY31 whieh will be reflected in commodity 
importa during P¥ 68, However, there wlll be a partially offsetting 
carry-over inbo FP¥5G, The BOA Mission telis me that, assuming the 
$90 million allosation is adhered to, Formosa will have, in effect, 
about $38 million lese than they requested for PYS2, This figure 
ia only 12 percent of what we propose to spend in any case, bub 
it may well represent the difference between a balanced, full scale 
operation, and one involving severe limitations. 


the possibllity of modifying our military program in the light 
of mitorial avallabilities and the amount of economics aid autho~ 
' piged should, it seems to mg, be looked inte immediately, Whatever 
the sum made available for strictly military purposes in PYS2, 16 
presumably would be fully ebligated during the year. It is more 
than likely, however, that many of the military lteme so ordered 
could not be delivered until FY53 or even 64, ‘This is particularly 
tree of artiliery, tanks and commmications equipment, American 
productive capacity for all such critical items doubtless will be 
used to the full in any case, and there would seem to be obvious 
advantages In not allotting fnem to individual foreign countries 
90 far in advanes, The situation a year or more hence may be 
quite different. frem that today. In any event, a substantially 
Staller sum thet G217 million, plus the carry-over of $71 million 
from PYS1ly- should cover everything that Formosa could expest 
actually to vecelys im the way of materiél during the next 12 
months and still provide a normal carry-~overjinto FY5S. Such 
davings would have no practical effect on our FYS2 military 
program and might be used to justify the larger economic aid 
without whieh both programs may be seriously curtailed. I hope 
. that flexibility of this order will be maintained in the interest 
oF optimum reaults. 


. there is alag the more fundamental question df the standards 
‘to be followed In araiimg:Tunderdevelopea" countriss. This is in 
large/a teohnieal military matter, but it is one that deserves 
the best thought of a11 of us if we are to gat the most out of 
oor resoupees; Of courgdé, we are not going te provide battleshins 
ar super-bombers to such countries ag China, Thailand, Iran or — 
even to Turkey, Gvacee or Yugoslavia. Bub lines should be drawn 
vary much: lower than this. Whenever I see Ghinese soldiers riding 
about In American trucka, I think we would do better to provide 
_ them with good shoes and more proteins Im their rations. When 1. 
see tanke go by--or stand in junk yards--1b makes me wonder what: 
WLLL Happen to the new and highly complicated Pettona which we 
have planned to fumnish them at a cost to the taxpayers of 
$240,000 each, Moreover, by the time the Chinese are ready te 
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maintain and eopenne duch weapons properly, the Patton may well 
be obsolete, 


Iv geome all too evident thab for countries where there 1s 
plenty of manpower, bub a shortage of technical skill and manu. 

. feeturing facilities; we should provide ag a matter of policy the 
simplest possible arms, I am thinking of light automatic weapons, 
badookas, mitttardy, rockets, ricollless riflesy hand grenades, 

. wings, ote, Often these, end any needed ammmition, can alse be 
manufactured by simple methods in such places as Formosa, Going 

- @ Shep higher, Lt may be questioned seriously whether any countries 
outeide Weaterm Europe (probably excluding Japan algo for the 

. Yisibie futtare but for different reasons) should be. furntedhed with 
aiveraft lavger than fighbersbombers, or artillery above 105 muy. 
‘or navel vessels for other than patrol needs. If we go appreciably 
beyond such standards we shall not only be apending excessive sums 
at the outset but. also burdening thease countries with equipment 
which they cen never afford to maintain op rénew with their own 
PESOUPEGS « 





te summary » it seems to me that our wnderdeveloped fviends 

Should be ammed primarily for defense. Ii this is well done, 
further Communist ageression Will be diecouraged and we ahali alse 
have useful allies in case of trouble, We, with some help from | 
Western Hurdpe, would be compelled in any cage to provide tha 

- highly modern atrlidne foress of bombera, carriera, submarines, 
sont ras without which wietory gould nat be ours in a large 

. a Lie * 








Along these lines I believe that we cowld make out very well 
. with a substantial redugtion in military expenditures for Pormosa, 
Howsver,; this would net permit of a proportionate decrease in 
economic and quadieuilitary outleys, Whe chief explanation is 
thet mmy quigi-military expenditures are essential features of 
ths: fireh year during Which MDAP Will operate, As a, rough esti+ 
ate, the additional $58 million mentioned above would also be a 
"¢ of the non-recurring expenditures Incidental to Inaugue 






rating “ghe military ald program, including additions end repaira 
to docke, alrflelds, roads, warehouses, ote, Most of this should 
wot be postponed, We are already very late and such construction 
Work takes tine. ae 
: Any Way we Look at 2b there is & great deal of money : 
a involved, and the end is not in sight, I believe, therefore, 
2 that we should projeet our thinking well beyond the «ured 
i  fiseal yours Of course, a general conflict might break out. at 
. any tine, in which case we should have to revise much of our 
fe | planning in Formosa and elsewhere, Bub I take it thet our 
policy is to prevent such an outbreak if at all possible and, 
by iinplication, bo preserve move or leas the status que io 


anti-Communist 
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anti-~Gammuniat countries around the Curtain, I take 1b alsa 
thet wo expect to suceeed in carrying out this poliey. If sa, 
we should be looking ahead five or even 10 years in Formosa, 

We should then come face to face with basic problems which we 
havé tended to avoid because of their medium to longterm char« 
aoter, Atieng thess problema are the future of the Chinese 
military establishment on this island, the rsarientation of 
export and import trade, and a rélated shift in agricultural 

and industrial production. 


Without going into great detail in this letter, I believe 

that. we should undertake studies te determine how wuch the 
arued forces could be reduced over a period of years. while 
natitaining or setually peel ates their total combat effete 
iveness, Obher export commodities probably should be developed 
td peplace sugar, which mow accounts for 80 percent of Formogats 
_ ‘export trade and yet apparently cannot be predueed economically 

under local cidmabic conditions. Pomestie production of certain 
essential Ltems, notably chemical fertilizer, should be expanded 
and imports reduced accordingly. This short list will fliustrate 
‘what should be done if Formosa 1s to enjoy Increasing stability 
and the burden on the Amorican taxpayer gradually reduced. 


§ a he believes too, that when we take a Longer range viewpoint. 
the. political situation falle into better perspective, Whatever 


the shorteomings of the regime on Formosa, it is evelving and, 


on balances, improving, Certainly it differs enormously, both” 


in theesy and practice, from the Commmist strait jacket which — 











‘helds. the Mainiind, And individuals do net live ferever}] How 
that the United States is again taking a decisive part in sup- 
porting. Free China's oconomy and its armed forces, we can use 
 $hase channels to influence other developments, China has the 
oldest civil service system in the world but 16 needs to be 
modermmigeds Gdvernor WU would welcome American help. in this 
field; particularly im devising methods of job analysis which 
would gradually weed oub umeceasary employees, Paralleling 
this peter systems of pay and promotion should be Introduced 
in’ both: oivil and military services as a prerequisite to elimiu 
nating squeése end promoting general efficiency. There will 
always be squeeze im any country where goverment employees 
eamriot Live an theiy pay! Budgetary, accounting and tax pra». 
eadunes alse need attention and are already receiving it from 
BOA specialists who have renently apriveds — 


on summary y I believe that we gould Well adopt a oe 
formula. for our éffort here: improve efficiency while retaining 
enough individual liberty so that a genuine Ghingne democraey 
Can evolves ; 

¥ i. 
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In the process of looking ahead it is alse important te 
‘keep ot thinking clear on.the fundamental problem of over« 
population-in so much of the Tar East. The Commmists have . 
promiadd higher living standards without caring whether these 
. oS be xept, Americans have tended to oubbld them 
in this regard, with the best of Intentiona but without 
realizing the.full implications of such promiges, During the 
current Pistek. year we are by way of assuming at least a 
degree of responaibility for the eadnomie welfare of nearly 
700 million people In Asia and its nearby islands. For this 
program We prepare to spend an average of about 54 cents a a a 
head. A great. deal of good can be done with this money, but. ia) 
ng one tan pretend that it will produce any disearnible rise (oo 
in general living standards, As a matter of fact, we shall, 
be doing very woll indeed if we cad prevent present standards 
from declining Im the face of fears and dislocations caused 
by. the Communist menace, 






. . Of course we oan and should push on with our programs. of 
technical assigtancs and of direct economic aid to meet emer~ 
gency conditions, Bub we know thet improvements in the fields of 
of agriculture and public health will be offset by a net 
increase in population ag regards amy general offect on living 
standards in most of Asia, including Pormoga, . Only when such 
efforts are complemented by wide scale industridlization and 
‘birth control will the economic lot of the common man lh-Asta. . 
begin to improve. This is nob only a very long term conception, 
transcending any ald program we have ever envisaged, but 1% | 
alse involves fundamental questions of economic security, Blini« 
nation of colonialiem also did away very largely with. sound 
cuppandies, reasonable credit facilities and a conteption of 
property eights. easential to private enterprises, However much 
the colonial powers may heave profited in the past, a vary Large 
nutber of Aglaties benefited economically from colonial male. 
Now all of them ave being thrown back upon the eldest of all 
forms of economic sequrity: breeding the largest possible 
wumber of children, The Communists covld not have ordered 
matters better toward the attainment of their ends. 


We are. fe@ling all of this here in Formosa, The. population 
in inereasing ‘rapidly from an excets of births over deaths. Due 
ta this Lach, ahd te the wach more rigorous collection of taxes 
‘from the largely sevicultural population, seme 6f our best 
dmevlean experts have become convinced that the sverage inhabi« 
tant of this island is worse off economically than he was « year 
or two ago, Wet during this perlod there have been very real 
. improvements in agricultural production and in marketing methods,. 
largely a8 a result of the assistance of EGA and Its affiliated 
SCHR, Now we are couplicating this problem enormously, although 
.- quite properly; by & large scale program of military aid, It is 
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‘one too soon te underbalte a careful study as to where all of 
this is leading us, Such a project is worthy of the attention 
of. two on threw Of the best mon the Department and BOA ean 
find, Several months probably would be required to conplete 
' such a study, during which time those participating ahould be 
free from any operational or administrative yosponsi bilities. 
hele findings might well provide nob only a blueprint for the 
Putuve of Formosa but dlgo a wietul guide in develeping our — 
Nubual Seeurlty Program for other countries of Asia and the ~ 
Pasifie- apes oo 





‘Sincerely yours, 


KLR/ jp | 


SECRET, 


